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REVENUE DEPARTMENT[701]

Notice of Intended Action

Twenty-five interested persons, a governmental subdivision, an agency or association of 25 or more
persons may demand an oral presentation hereon as provided in Iowa Code section 17A.4(1)“b.”

Notice is also given to the public that the Administrative Rules Review Committee may, on its own
motion or on written request by any individual or group, review this proposed action under section
17A.8(6) at a regular or special meeting where the public or interested persons may be heard.

Pursuant to the authority of IowaCode sections 421.14 and 422.68, the Department of Revenue hereby
gives Notice of Intended Action to amend Chapter 38, “Administration,” Chapter 40, “Determination of
Net Income,” Chapter 41, “Determination of Taxable Income,” Chapter 42, “Adjustments to Computed
Tax and Tax Credits,” Chapter 44, “Penalty and Interest,” Chapter 52, “Filing Returns, Payment of Tax,
Penalty and Interest, and Tax Credits,” Chapter 53, “Determination of Net Income,” Chapter 58, “Filing
Returns, Payment of Tax, Penalty and Interest, and Tax Credits,” and Chapter 59, “Determination of Net
Income,” Iowa Administrative Code.

These amendments are proposed as a result of 2011 Iowa Acts, Senate Files 512 and 533.
Item 1 amends subrule 38.19(2) to clarify that applications are no longer mailed by the Department

when notifying taxpayers that they may be eligible for health care coverage for theMedicaid or HAWK-I
program.

Item 2 amends rule 701—40.1(422) to reference new rules 701—40.76(422) through
701—40.79(422).

Items 3 and 4 amend rule 701—40.60(422) by adding new subrule 40.60(5) and amending the
implementation clause to provide that bonus depreciation provided in section 168(k) of the Internal
Revenue Code for assets acquired after December 31, 2009, but before January 1, 2013, does not apply
for Iowa individual income tax.

Item 5 amends rule 701—40.65(422) to provide that the increase in the expensing allowance provided
in section 179(b) of the Internal Revenue Code does apply for Iowa individual income tax for tax years
beginning on or after January 1, 2010.

Item 6 amends the implementation clause for rule 701—40.65(422).
Item 7 amends rule 701—40.67(422) to update the alternative motor vehicles which qualify for the

deduction up to $2,000 for Iowa individual income tax.
Item 8 amends rule 701—40.73(422) to clarify that the exclusion from Iowa individual income tax

for health care benefits of nonqualified tax dependents is the same as allowed for federal income tax
purposes for tax years beginning on or after January 1, 2011.

Item 9 amends 701—Chapter 40 by adding new rules 701—40.78(422) regarding allowance of certain
deductions for Iowa individual income tax for the 2008 tax year and 701—40.79(422) regarding special
filing provisions related to 2010 tax changes for Iowa individual income tax.

Item 10 amends subrule 41.5(2) to provide that the itemized deduction for state sales and use tax
in lieu of state income tax is available for tax years beginning on or after January 1, 2010, but before
January 1, 2012.

Item 11 amends the implementation clause for rule 701—41.5(422).
Item 12 amends rule 701—42.4(422) to provide clarification on how the tuition and textbook credit

for Iowa individual income tax should be allocated between spouses.
Item 13 amends subrule 42.11(3) to provide for the alternative simplified method to compute the Iowa

research activities credit for individual income tax for tax years beginning on or after January 1, 2010.
Item 14 amends the implementation clause for rule 701—42.11(15,422).
Item 15 rescinds and reserves rule 701—44.5(422). This rule has been superseded by the change in

Item 9 which now allows a deduction for disaster-related casualty losses for the 2008 tax year consistent
with section 165(h) of the Internal Revenue Code.
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Items 16, 17 and 18 amend subrules 52.7(3), 52.7(5) and 52.7(6) to provide for the alternative
simplified method to compute the Iowa research activities credit for corporation income tax for tax
years beginning on or after January 1, 2010.

Item 19 amends the implementation clause for rule 701—52.7(422).
Item 20 amends rule 701—53.1(422) to reference new rule 701—53.26(422).
Items 21 and 22 amend rule 701—53.22(422) by adding new subrule 53.22(5) and amending the

implementation clause to provide that bonus depreciation provided in section 168(k) of the Internal
Revenue Code for assets acquired after December 31, 2009, but before January 1, 2013, does not apply
for Iowa corporation income tax. This is similar to the change in Items 3 and 4.

Item 23 amends rule 701—53.23(422), introductory paragraph, to provide that the increase in the
expensing allowance provided in section 179(b) of the Internal Revenue Code does apply for Iowa
corporation income tax for tax years beginning on or after January 1, 2010. This is similar to the change
in Item 5.

Items 24 and 25 amend rule 701—53.23(422) by adding new subrule 53.23(3) and amending the
implementation clause to provide for special filing provisions for Iowa corporation income tax for 2010
changes related to the increase in the section 179 expensing amount.

Items 26 and 27 amend rule 701—59.23(422) by adding new subrule 59.23(5) and amending the
implementation clause to provide that bonus depreciation provided in section 168(k) of the Internal
Revenue Code for assets acquired after December 31, 2009, but before January 1, 2013, does not apply
for Iowa franchise tax. This is similar to the change in Items 3 and 4 and Items 21 and 22.

Item 28 amends rule 701—59.24(422), introductory paragraph, to provide that the increase in the
expensing allowance provided in section 179(b) of the Internal Revenue Code does apply for Iowa
franchise tax for tax years beginning on or after January 1, 2010. This is similar to the change in Items
5 and 23.

Items 29 and 30 amend rule 701—59.24(422) by adding new subrule 59.24(3) and amending the
implementation clause for rule 701—59.24(422) to provide for special filing provisions for Iowa
franchise tax for 2010 changes related to the increase in the section 179 expensing amount. This is
similar to the change in Items 24 and 25.

The proposed amendments will not necessitate additional expenditures by political subdivisions or
agencies and entities which contract with political subdivisions.

Any person who believes that the application of the discretionary provisions of these amendments
would result in hardship or injustice to that person may petition the Department for a waiver of the
discretionary provisions, if any.

The Department has determined that these proposed amendments may have an impact on small
business. The Department has considered the factors listed in Iowa Code section 17A.4A. The
Department will issue a regulatory analysis as provided in Iowa Code section 17A.4A if a written
request is filed by delivery or by mailing postmarked no later than October 10, 2011, to the Policy
Section, Policy and Communications Division, Department of Revenue, Hoover State Office Building,
P.O. Box 10457, Des Moines, Iowa 50306. The request may be made by the Administrative Rules
Review Committee, the Administrative Rules Coordinator, at least 25 persons signing that request who
each qualify as a small business or an organization representing at least 25 such persons.

Any interested person may make written suggestions or comments on these proposed amendments
on or before September 27, 2011. Such written comments should be directed to the Policy Section,
Policy and Communications Division, Department of Revenue, Hoover State Office Building, P.O. Box
10457, Des Moines, Iowa 50306. Persons who want to convey their views orally should contact the
Policy Section, Policy and Communications Division, Department of Revenue, at (515)281-8036 or at
the Department of Revenue offices on the fourth floor of the Hoover State Office Building.

Requests for a public hearing must be received by September 27, 2011.
After analysis and review of this rule making, no impact on jobs has been found.
These amendments are intended to implement Iowa Code sections 15.335, 15A.9, 422.3, 422.5, 422.7,

422.9, 422.10, 422.32, 422.33 and 422.35 as amended by 2011 Iowa Acts, Senate File 512, and sections
422.7 and 422.9 as amended by 2011 Iowa Acts, Senate File 533.
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The following amendments are proposed.
ITEM 1. Amend subrule 38.19(2) as follows:
38.19(2) Notification to the taxpayer. If the taxpayer indicates on the return that a dependent child

does not have health care coverage and the taxpayer’s income reflected on the tax return is within the
eligibility requirements for either the Medicaid program or the HAWK-I program, the department will
send a letter to the taxpayer indicating that the dependent may be eligible for health care coverage under
either the Medicaid or HAWK-I program. The letter will also enclose provide the address for a Web site
which has an online application for health care coverage under either the Medicaid or HAWK-I program
which can be completed and sent to the Iowa department of human services. The letter will also include
the telephone number to call to request a paper application. The taxpayer must submit the application to
the Iowa department of human services within 90 days of receipt of the enrollment information from the
department of revenue. The department of human services will make the final determination on whether
the taxpayer is eligible under the Medicaid or HAWK-I program. A dependent child must be under the
age of 21 to be eligible for the Medicaid program, and a dependent child must be under the age of 19 to
be eligible for the HAWK-I program.

ITEM 2. Amend rule 701—40.1(422) as follows:

701—40.1(422) Net income defined.   Net income for state individual income tax purposes shall mean
federal adjusted gross income as properly computed under the Internal Revenue Code and shall include
the adjustments in 701—40.2(422) to 701—40.9(422). The remaining provisions of this rule and
701—40.12(422) to 701—40.75(422) 701—40.79(422) shall also be applicable in determining net
income.

This rule is intended to implement Iowa Code section 422.7.
ITEM 3. Adopt the following new subrule 40.60(5):
40.60(5) Assets acquired after December 31, 2009, but before January 1, 2013. For tax periods

beginning after December 31, 2009, but beginning before January 1, 2013, the bonus depreciation
authorized in Section 168(k) of the Internal Revenue Code, as amended by Public Law No. 111-240,
Section 2022, and Public Law No. 111-312, Section 401, does not apply for Iowa individual income
tax. Taxpayers who claim the bonus depreciation on their federal income tax return must add the total
amount of depreciation claimed on assets acquired after December 31, 2009, but before January 1,
2013, and subtract the amount of depreciation taken on such property using the modified accelerated
cost recovery system (MACRS) depreciation method applicable under Section 168 of the Internal
Revenue Code without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss
reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquired
after December 31, 2009, but before January 1, 2013, can be calculated on Form IA 4562A.

See 701—subrule 53.22(3) for examples illustrating how this subrule is applied.
ITEM 4. Amend rule 701—40.60(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.7 as amended by 2011 Iowa Acts, Senate

File 512.
ITEM 5. Amend rule 701—40.65(422), introductory paragraph, as follows:

701—40.65(422) Section 179 expensing.   For tax periods beginning on or after January 1, 2003, but
beginning before January 1, 2006, the increase in the expensing allowance for qualifying property
authorized in Section 179(b) of the Internal Revenue Code, as enacted by Public Law No. 108-27,
Section 202, may be taken for Iowa individual income tax. If the taxpayer elects to take the increased
Section 179 expensing, the Section 179 expensing allowance on the Iowa individual income tax return
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is the same as the Section 179 expensing allowance on the federal income tax return for tax years
beginning on or after January 1, 2003, but beginning before January 1, 2006. In addition, for tax
periods beginning on or after January 1, 2008, but beginning before January 1, 2009, the increase in the
expensing allowance for qualifying property authorized in Section 179(b) of the Internal Revenue Code,
as enacted by Public Law No. 110-185, Section 102, may be taken for Iowa individual income tax. For
tax periods beginning on or after January 1, 2009, but beginning before January 1, 2010, the increase in
the expensing allowance for qualifying property authorized in Section 179(b) of the Internal Revenue
Code, as enacted by Public Law No. 111-5, Section 1202, cannot be taken for Iowa individual income
tax purposes. The maximum amount of Section 179 expensing allowed for tax periods beginning on or
after January 1, 2009, but beginning before January 1, 2010, is $133,000 for Iowa individual income tax
purposes. For tax years beginning on or after January 1, 2010, the increase in the expensing allowance
for qualifying property authorized in Section 179(b) of the Internal Revenue Code, as enacted by Public
Law No. 111-240, Section 2021, and Public Law No. 111-312, Section 402, may be taken for Iowa
individual income tax.

ITEM 6. Amend rule 701—40.65(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.7 as amended by 2008 2011 Iowa Acts,

Senate File 2123 512.
ITEM 7. Amend rule 701—40.67(422) as follows:

701—40.67(422) Deduction for alternativemotor vehicles.   For tax years beginning on or after January
1, 2006, but beginning before January 1, 2011 2015, a taxpayer may subtract $2,000 for the cost of a
clean fuel motor vehicle if the taxpayer was eligible to claim for federal tax purposes the alternative
motor vehicle credit under Section 30B of the Internal Revenue Code for this motor vehicle.

The vehicles eligible for this deduction include new qualified fuel cell motor vehicles, new advanced
lean burn technologymotor vehicles, new qualified hybridmotor vehicles, qualified plug-in electric drive
motor vehicles and new qualified alternative fuel vehicles. These The advanced lean burn technology,
qualified hybrid and qualified alternative fuel vehicles must be placed in service after December 31,
2005, but before January 1, 2011, to qualify for the deduction. The qualified plug-in electric drive motor
vehicles must be placed in service before January 1, 2012, to qualify for the deduction. The qualified
fuel cell motor vehicles must be placed in service before January 1, 2015, to qualify for the deduction. A
taxpayer must claim a credit on the taxpayer’s federal income tax return on federal Form 8910 to claim
the deduction on the Iowa return.

This rule is intended to implement Iowa Code section 422.7 as amended by 2006 Iowa Acts, House
File 2461.

ITEM 8. Amend rule 701—40.73(422) as follows:

701—40.73(422) Exclusion for health care benefits of nonqualified tax dependents.   Effective for
tax years beginning on or after January 1, 2009, but beginning before January 1, 2011, a taxpayer
may exclude from Iowa individual income tax the income reported from including nonqualified tax
dependents on the taxpayer’s health care plan, to the extent this income was reported on the federal
income tax return.

40.73(1) Term of coverage. Iowa Code section 509A.13B provides that group insurance, group
insurance for public employees, and individual health insurance policies or contracts permit continuation
of existing coverage for an unmarried child of an insured or enrollee, if the insured or enrollee so elects.
If the election is made, it will be in effect through the policy anniversary date on or after the date the
child marries, ceases to be a resident of Iowa, or attains the age of 25, whichever occurs first, so long as
the unmarried child maintains full-time status as a student in an accredited institution of postsecondary
education. These children can be included on the health care coverage even though they are not claimed
as a dependent on the federal and Iowa income tax returns.

40.73(2) Federal treatment. Section 105(b) of the Internal Revenue Code provides that the income
reported from including dependents on the taxpayer’s health care coverage is exempt from federal income
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tax. However, income is reported for federal income tax purposes on the value of the health care coverage
of children who are not claimed as dependents on the taxpayer’s federal and Iowa income tax returns
for tax years beginning on or after January 1, 2009, but beginning before January 1, 2011. The amount
of income included on the federal income tax return is allowed to be excluded on the Iowa return. For
tax years beginning on or after January 1, 2011, income is no longer reported on the federal income tax
return on the value of health care coverage of children who are not claimed as dependents and who have
not attained age 27 as of the end of the tax year; therefore, no adjustment is required on the Iowa return.

This rule is intended to implement Iowa Code section 422.7 as amended by 2009 2011 Iowa Acts,
Senate File 389 512.

ITEM 9. Adopt the following new rules 701—40.78(422) and 701—40.79(422):

701—40.78(422) Allowance of certain deductions for 2008 tax year.
40.78(1) For the tax year beginning on or after January 1, 2008, but before January 1, 2009, the

following deductions provided in the federal Emergency Economic Stabilization Act of 2008, Public
Law No. 110-343, will be allowed on the Iowa individual income tax return:

a. The deduction for certain expenses of elementary and secondary school teachers allowed under
Section 62(a)(2)(D) of the Internal Revenue Code.

b. The deduction for qualified tuition and related expenses allowed under Section 222 of the
Internal Revenue Code.

c. The deduction for disaster-related casualty losses allowed under Section 165(h) of the Internal
Revenue Code.

40.78(2) Taxpayers who did not claim these deductions on the Iowa return for 2008 as originally
filed, or taxpayers who claimed these deductions on the Iowa return as filed and subsequently filed
an amended return disallowing these deductions, must file an amended return for the 2008 tax year
to claim these deductions. The amended return must be filed within the statute of limitations provided
in 701—subrules 43.3(8) and 43.3(15). If the amended return is filed within the statute of limitations,
the taxpayer is only entitled to a refund of the excess tax paid. The taxpayer will not be entitled to any
interest on the excess tax paid.

This rule is intended to implement Iowa Code sections 422.7 and 422.9 as amended by 2011 Iowa
Acts, Senate File 533.

701—40.79(422) Special filing provisions related to 2010 tax changes.
40.79(1) For the tax year beginning on or after January 1, 2010, but before January 1, 2011, the

following adjustments will be allowed on the Iowa individual income tax return:
a. The deduction for certain expenses of elementary and secondary school teachers allowed under

Section 62(a)(2)(D) of the Internal Revenue Code.
b. The deduction for qualified tuition and related expenses allowed under Section 222 of the

Internal Revenue Code.
c. The increased expensing allowance authorized under Section 179(b) of the Internal Revenue

Code.
40.79(2) Taxpayers who did not claim these adjustments on the Iowa return for 2010 as originally

filed have two options to reflect these adjustments. Taxpayer may either file an amended return for the
2010 tax year to reflect these adjustments, or taxpayer may reflect these adjustments on the tax return for
the 2011 tax year. If the taxpayer elects to reflect these adjustments on the 2011 tax return, the following
provisions are suspended related to the claiming of the following adjustments for 2011:

a. The limitation based on income provisions and regulations of Section 179(b)(3) of the Internal
Revenue Code with regard to the Section 179(b) adjustment.

b. The applicable dollar limit provision of Section 222(b)(2)(B) of the Internal Revenue Code with
regard to the qualified tuition and related expenses adjustment.

40.79(3) Examples. The following noninclusive examples illustrate how this rule applies:
EXAMPLE 1: Taxpayer claimed a $150,000 Section 179 expense on the federal return for 2010.

Taxpayer only claimed a $134,000 Section 179 expense on the Iowa return as originally filed for 2010.
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Taxpayer elects not to file an amended return for 2010, but to make the adjustment on the 2011 Iowa
return. Taxpayer reported a loss from the taxpayer’s trade or business on the 2011 federal return, so no
Section 179 expense can be claimed on the federal return for 2011 in accordance with Section 179(b)(3)
of the Internal Revenue Code. Taxpayer can claim the $16,000 ($150,000 less $134,000) difference as a
deduction on the Iowa return for 2011 since the income provision of Section 179(b)(3) is suspended for
Iowa tax purposes.

EXAMPLE 2: Taxpayers are a married couple who claimed a $4,000 tuition and related expenses
deduction on their federal return for 2010. Taxpayers did not claim this deduction on their Iowa return
as originally filed for 2010. Taxpayers elected not to file an amended return for 2010, but to make the
adjustment on the 2011 Iowa return. Taxpayers reported federal adjusted gross income in excess of
$160,000 on their 2011 federal return, so no deduction for tuition and related expenses can be claimed on
the 2011 federal return in accordance with Section 222(b)(2)(B) of the Internal Revenue Code. Taxpayers
can claim the $4,000 deduction on the Iowa return for 2011 since the dollar limit provision of Section
222(b)(2)(B) is suspended for Iowa tax purposes.

EXAMPLE 3: Taxpayer is an elementary school teacher who claimed a $250 deduction for
out-of-pocket expenses for school supplies on the federal return for 2010. Taxpayer did not claim this
deduction on the Iowa return as originally filed for 2010. Taxpayer elected not to file an amended return
for 2010, but to make the adjustment on the 2011 Iowa return. Taxpayer also claimed a $200 deduction
for out-of-pocket expenses for school supplies on the federal return for 2011. Taxpayer can claim a
$450 ($250 plus $200) deduction on the Iowa return for 2011.

This rule is intended to implement 2011 Iowa Acts, Senate File 533, section 143.
ITEM 10. Amend subrule 41.5(2), introductory paragraph, as follows:
41.5(2) For the tax years beginning on or after January 1, 2004, and before January 1, 2008, and

for tax years beginning on or after January 1, 2010, but before January 1, 2012, the itemized deduction
for state sales and use taxes is allowed on the Iowa return only if the taxpayer elected to deduct state
sales and use taxes as an itemized deduction in lieu of the deduction for state income taxes on the federal
return under Section 164 of the Internal Revenue Code.

ITEM 11. Amend rule 701—41.5(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code Supplement sections 422.7 and 422.9 as amended by

2011 Iowa Acts, Senate File 512.
ITEM 12. Adopt the following new subrule 42.4(4):
42.4(4) Claiming the credit. The credit can only be claimed by the spouse who claims the dependent

credit on the Iowa tax return as described in subrule 42.3(3). For example, for divorced or separated
parents, only the spouse who claims the dependent credit on the Iowa return can claim the tuition and
textbook credit for tuition and textbook expenses for that dependent.

In cases where married taxpayers file separately on a combined return form, the tuition and textbook
credit shall be allocated between the spouses in the ratio in which the dependent credit was claimed
between the spouses.

EXAMPLE: A married couple has two dependent children and claimed a tuition and textbook credit
of $500 related to both children on their 2011 Iowa return. The taxpayers filed separately on a combined
Iowa return form for 2011. One spouse claimed both of the dependent credits on the Iowa return. The
$500 tuition and textbook credit will be claimed by the spouse who claimed the dependent credits on the
Iowa return.

EXAMPLE: Amarried couple has three dependent children and claimed a tuition and textbook credit of
$600 related to all three children on their 2011 Iowa return. The taxpayers filed separately on a combined
Iowa return form for 2011. One spouse claimed one dependent credit, and the other spouse claimed two
dependent credits on the Iowa return. The spouse who claimed one dependent credit will claim $200 of
the tuition and textbook credit, while the spouse who claimed two dependent credits will claim $400 of
the tuition and textbook credit.
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ITEM 13. Amend subrule 42.11(3) as follows:
42.11(3) Research activities credit for tax years beginning in 2000. Effective for tax years beginning

on or after January 1, 2000, the taxes imposed for individual income tax purposes will be reduced by a
tax credit for increasing research activities in this state.

a. The credit equals the sum of the following:
(1) Six and one-half percent of the excess of qualified research expenses during the tax year over

the base amount for the tax year based upon the state’s apportioned share of the qualifying expenditures
for increasing research activities.

(2) Six and one-half percent of the basic research payments determined under Section 41(e)(1)(A)
of the Internal Revenue Code during the tax year based upon the state’s apportioned share of the
qualifying expenditures for increasing research activities. The state’s apportioned share of the qualifying
expenditures for increasing research activities is a percent equal to the ratio of qualified research
expenditures in this state to total qualified research activities.

b. In lieu of the credit computed under paragraph “a” of this subrule, 42.11(3)“a,” a taxpayer
may elect to compute the credit amount for qualified research expenses incurred in this state in a manner
consistent with the alternative incremental credit described in Section 41(c)(4) of the Internal Revenue
Code for tax years beginning on or after January 1, 2000, but beginning before January 1, 2010. The
taxpayer may make this election regardless of the method used by the taxpayer on the taxpayer’s federal
income tax return. The election made under this paragraph is for the tax year, and the taxpayer may
use another method or this same method for any subsequent tax year. For purposes of this alternative
incremental research credit computation, the credit percentages applicable to qualified research expenses
described in clauses (i), (ii), and (iii) of Section 41(c)(4)(A) of the Internal Revenue Code are 1.65
percent, 2.20 percent, and 2.75 percent, respectively.

c. In lieu of the credit computed under paragraph 42.11(3)“a,” a taxpayer may elect to compute
the credit amount for qualified research expenses incurred in this state in a manner consistent with the
alternative simplified credit described in Section 41(c)(5) of the Internal Revenue Code for tax years
beginning on or after January 1, 2010. The taxpayer may make this election regardless of the method
used by the taxpayer on the taxpayer’s federal income tax return. The election made under this paragraph
is for the tax year, and the taxpayer may use another method or this same method for any subsequent tax
year.

For purposes of this alternative simplified research credit computation, the credit percentages
applicable to qualified research expenses described in Section 41(c)(5)(A) and clause (ii) of Section
41(c)(5)(B) of the Internal Revenue Code are 4.55 percent and 1.95 percent, respectively.

c. d. For purposes of this subrule, the terms “base amount,” “basic research payment,” and
“qualified research expense” mean the same as defined for the federal credit for increasing research
activities under Section 41 of the Internal Revenue Code, except that, for purposes of the alternative
incremental credit described in paragraph “b” of this subrule, 42.11(3)“b” and the alternative simplified
credit described in paragraph 42.11(3)“c,” such amounts are limited to research activities conducted
within this state. For purposes of this subrule, “Internal Revenue Code” means the Internal Revenue
Code in effect on January 1, 2009 2011.

d. e. An individual may claim a research activities credit incurred by a partnership, S corporation,
limited liability company, estate, or trust electing to have the income of the business entity taxed to the
individual. The amount claimed by an individual from the business entity shall be based upon the pro-rata
share of the individual’s earnings from a partnership, S corporation, estate or trust. Any research credit
in excess of the individual’s tax liability, less the nonrefundable credits authorized in Iowa Code chapter
422, division II, may be refunded to the individual or may be credited to the individual’s tax liability for
the following tax year.

e. f. An eligible business approved under the new jobs and income program prior to July 1, 2005,
is eligible for an additional research activities credit as described in 701—subrule 52.7(4). An eligible
business approved under the enterprise zone program is eligible for an additional research activities credit
as described in 701—subrules 52.7(5) and 52.7(6).
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f. g. Tax years ending on or after July 1, 2005, but before July 1, 2009. For eligible businesses
approved under the enterprise zone program and the high quality job creation program, research
activities allowable for the Iowa research activities credit include expenses related to the development
and deployment of innovative renewable energy generation components manufactured or assembled in
Iowa. These expenses are not eligible for the federal credit for increasing research activities. These
innovative renewable energy generation components do not include components with more than 200
megawatts in installed effective nameplate capacity. The research activities credit related to renewable
energy generation components under the enterprise zone program and the high quality job creation
program shall not exceed $1 million in the aggregate.

These expenses are available only for the additional research activities credit set forth in subrule
42.11(3), paragraph “e,” “f,” for businesses in enterprise zones and the additional research activities
credit set forth in subrule 42.29(1) for businesses approved under the high quality job creation program.
These expenses are not available for the research activities credit set forth in subrule 42.11(3), paragraphs
“a” and “b.” “a,” “b” and “c.”

g. h. Tax years ending on or after July 1, 2009. For eligible businesses approved under the
enterprise zone program, research activities allowable for the Iowa research activities credit include
expenses related to the development and deployment of innovative renewable energy generation
components manufactured or assembled in Iowa; such expenses related to the development and
deployment of innovative renewable energy generation components are not eligible for the federal
credit for increasing research activities.

(1) For purposes of this paragraph, innovative renewable energy generation components do not
include components with more than 200 megawatts in installed effective nameplate capacity.

(2) The research activities credit related to renewable energy generation components under the
enterprise zone program and the high quality jobs program described in subrule 42.42(1) shall not exceed
$2 million for the fiscal year ending June 30, 2010, and $1 million for the fiscal year ending June 30,
2011.

(3) These expenses related to the development and deployment of innovative renewable energy
generation components are applicable only to the additional research activities credit set forth in subrule
42.11(3), paragraph “e,” “f,” for businesses in enterprise zones and the additional research activities
credit set forth in subrule 42.42(1) for businesses approved under the high quality jobs program, and
are not applicable to the research activities credit set forth in subrule 42.11(3), paragraphs “a” and “b.”
“a,” “b” and “c.”

ITEM 14. Amend rule 701—42.11(15,422), implementation sentence, as follows:
This rule is intended to implement Iowa Code sections 15.335 and 422.10 as amended by 2009 2011

Iowa Acts, Senate File 478 512.
ITEM 15. Rescind and reserve rule 701—44.5(422).
ITEM 16. Amend subrule 52.7(3) as follows:
52.7(3) Research activities credit for tax years beginning in 2000. Effective for tax years beginning

on or after January 1, 2000, the taxes imposed for corporate income tax purposes will be reduced by a
tax credit for increasing research activities.

a. The credit equals the sum of the following:
(1) Six and one-half percent of the excess of qualified research expenses during the tax year over

the base amount for the tax year based upon the state’s apportioned share of the qualifying expenditures
for increasing research activities.

(2) Six and one-half percent of the basic research payments determined under Section 41(e)(1)(A)
of the Internal Revenue Code during the tax year based upon the state’s apportioned share of the
qualifying expenditures for increasing research activities.

The state’s apportioned share of the qualifying expenditures for increasing research activities is
a percent equal to the ratio of qualified research expenditures in this state to total qualified research
expenditures.
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b. In lieu of the credit computed under paragraph “a” of this subrule, 52.7(3)“a,” a taxpayer may
elect to compute the credit amount for qualified research expenses incurred in this state in a manner
consistent with the alternative incremental credit described in Section 41(c)(4) of the Internal Revenue
Code for tax years beginning on or after January 1, 2000, but beginning before January 1, 2010. The
taxpayer may make this election regardless of the method used by the taxpayer on the taxpayer’s federal
income tax return. The election made under this paragraph is for the tax year and the taxpayer may use
another method or this same method for any subsequent tax year.

For purposes of this alternative incremental research credit computation, the credit percentages
applicable to qualified research expenses described in clauses (i), (ii), and (iii) of Section 41(c)(4)(A)
of the Internal Revenue Code are 1.65 percent, 2.20 percent, and 2.75 percent, respectively.

c. In lieu of the credit computed under paragraph 52.7(3)“a,” a taxpayer may elect to compute
the credit amount for qualified research expenses incurred in this state in a manner consistent with the
alternative simplified credit described in Section 41(c)(5) of the Internal Revenue Code for tax years
beginning on or after January 1, 2010. The taxpayer may make this election regardless of the method
used by the taxpayer on the taxpayer’s federal income tax return. The election made under this paragraph
is for the tax year, and the taxpayer may use another method or this same method for any subsequent tax
year.

For purposes of this alternative simplified research credit computation, the credit percentages
applicable to qualified research expenses described in Section 41(c)(5)(A) and clause (ii) of Section
41(c)(5)(B) of the Internal Revenue Code are 4.55 percent and 1.95 percent, respectively.

c. d. For purposes of this subrule, the terms “base amount,” “basic research payment,” and
“qualified research expense” mean the same as defined for the federal credit for increasing research
activities under Section 41 of the Internal Revenue Code, except that, for purposes of the alternative
incremental credit described in paragraph 52.7(3)“b”of this subrule, and the alternative simplified
credit described in paragraph 52.7(3)“c,” such amounts are limited to research activities conducted
within this state. For purposes of this rule, “Internal Revenue Code” means the Internal Revenue Code
in effect on January 1, 2009 2011.

d. e. A shareholder in an S corporation may claim the pro-rata share of the Iowa credit for
increasing research activities on the shareholder’s individual return. The S corporation must provide
each shareholder with a schedule showing the computation of the corporation’s Iowa credit for
increasing research activities and the shareholder’s pro-rata share. The shareholder’s pro-rata share of
the Iowa credit for increasing research activities must be in the same ratio as the shareholder’s pro-rata
share in the earnings of the S corporation.

Any research credit in excess of the corporation’s tax liability less the credits authorized in Iowa
Code sections 422.33, 422.91 and 422.111 may be refunded to the taxpayer or credited to the estimated
tax of the corporation for the following year.

ITEM 17. Amend subrule 52.7(5) as follows:
52.7(5) Corporate tax research credit for increasing research activities within an enterprise zone.

Effective for tax years beginning on or after January 1, 2000, for awards made by the Iowa department
of economic development prior to July 1, 2010, the taxes imposed for corporate income tax purposes will
be reduced by a tax credit for increasing research activities within an area designated as an enterprise
zone. This credit for increasing research activities is in lieu of the research activities credit described
in 701—subrule 42.11(3) or the research activities credit described in subrule 52.7(3). For the amount
of the credit for increasing research activities within an enterprise zone for awards made by the Iowa
department of economic development authority on or after July 1, 2010, see subrule 52.7(6).

a. The credit equals the sum of the following:
(1) Thirteen percent of the excess of qualified research expenses during the tax year over the base

amount for the tax year based upon the state’s apportioned share of the qualifying expenditures for
research activities.

(2) Thirteen percent of the basic research payments determined under Section 41(e)(1)(A) of the
Internal Revenue Code during the tax year based upon the state’s apportioned share of the qualifying
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expenditures for increasing research activities. The state’s apportioned share of the qualifying
expenditures for increasing research activities is a percent equal to the ratio of qualified research
expenditures in the enterprise zone to total qualified research expenditures.

b. In lieu of the credit computed under paragraph “a” of this subrule, 52.7(5)“a,” a taxpayer may
elect to compute the credit amount for qualified research expenses incurred in the enterprise zone in a
manner consistent with the alternative incremental credit described in Section 41(c)(4) of the Internal
Revenue Code for tax years beginning prior to January 1, 2010. The taxpayer may make this election
regardless of the method used by the taxpayer on the taxpayer’s federal income tax return. The election
made under this paragraph is for the tax year and the taxpayer may use another method or this same
method for any subsequent tax year. For purposes of this alternative research credit computation, the
credit percentages applicable to qualified research expenses described in clauses (i), (ii), and (iii) of
Section 41(c)(4)(A) of the Internal Revenue Code are 3.30 percent, 4.40 percent, and 5.50 percent,
respectively.

c. In lieu of the credit computed under paragraph 52.7(5)“a,” a taxpayer may elect to compute the
credit amount for qualified research expenses incurred in the enterprise zone in a manner consistent with
the alternative simplified credit described in Section 41(c)(5) of the Internal Revenue Code for tax years
beginning on or after January 1, 2010. The taxpayer may make this election regardless of the method
used by the taxpayer on the taxpayer’s federal income tax return. The election made under this paragraph
is for the tax year and the taxpayer may use another method or this same method for any subsequent tax
year. For purposes of this alternative research credit computation, the credit percentages applicable to
qualified research expenses described in Section 41(c)(5)(A) and clause (ii) of Section 41(c)(5)(B) are
9.10 percent and 3.90 percent, respectively.

c. d. For purposes of this subrule, the terms “base amount,” “basic research payment,” and
“qualified research expense” mean the same as defined for the federal credit for increasing research
activities under Section 41 of the Internal Revenue Code, except that, for purposes of the alternative
incremental credit described in paragraph 52.7(3)“b” and the alternative simplified credit described in
paragraph 52.7(3)“c” of this rule, such amounts are limited to research activities conducted within the
enterprise zone. For purposes of this rule, “Internal Revenue Code” means the Internal Revenue Code
in effect on January 1, 2009 2011.

d. e. Any research credit in excess of the corporation’s tax liability for the taxable year may be
refunded to the taxpayer or credited to the corporation’s tax liability for the following year.

ITEM 18. Amend paragraphs 52.7(6)“c” and “d” as follows:
c. In lieu of the credit computed under paragraphs 52.7(6)“a” and “b,” a taxpayer may elect to

compute the credit amount for qualified research expenses incurred in the enterprise zone in a manner
consistent with the alternative incremental simplified credit described in Section 41(c)(4)(5) of the
Internal Revenue Code. The taxpayer may make this election regardless of the method used by the
taxpayer on the taxpayer’s federal income tax return. The election made under this paragraph is for
the tax year and the taxpayer may use another method or this same method for any subsequent tax
year. For purposes of this alternative research credit computation, the credit percentages applicable to
qualified research expenses described in clauses (i), (ii), and (iii) of Section 41(c)(4)(5)(A) and clause
(ii) of Section 41(c)(5)(B) of the Internal Revenue Code depend upon the gross revenues of the eligible
business.

(1) The percentages are 4.19 7 percent, 5.58 percent, and 6.98 3 percent, respectively, for eligible
businesses with gross revenues of less than $20 million.

(2) The percentages are 2.41 2.1 percent, 3.22 percent, and 4.02 0.9 percent, respectively, for
eligible businesses with gross revenues of $20 million or more.

d. For purposes of this subrule, the terms “base amount,” “basic research payment,” and “qualified
research expense” mean the same as defined for the federal credit for increasing research activities
under Section 41 of the Internal Revenue Code, except that, for purposes of the alternative incremental
simplified credit described in paragraph 52.7(3)“b” 52.7(3)“c” of this rule, such amounts are limited
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to research activities conducted within the enterprise zone. For purposes of this rule, “Internal Revenue
Code” means the Internal Revenue Code in effect on January 1, 2009 2011.

ITEM 19. Amend rule 701—52.7(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.33 as amended by 2009 2011 Iowa Acts,

Senate File 478 512.
ITEM 20. Amend rule 701—53.1(422), introductory paragraph, as follows:

701—53.1(422) Computation of net income for corporations.   Net income for state purposes shall
mean federal taxable income, before deduction for net operating losses, as properly computed under
the Internal Revenue Code, and shall include the adjustments in 701—53.2(422) to 701—53.13(422)
and 701—53.17(422) to 53.25(422) 701—53.26(422). The remaining provisions of this rule and
701—53.14(422) to 701—53.16(422) shall also be applicable in determining net income.

ITEM 21. Adopt the following new subrule 53.22(5):
53.22(5) Assets acquired after December 31, 2009, but before January 1, 2013. For tax periods

beginning after December 31, 2009, but beginning before January 1, 2013, the bonus depreciation
authorized in Section 168(k) of the Internal Revenue Code, as amended by Public Law No. 111-240,
Section 2022, and Public Law No. 111-312, Section 401, does not apply for Iowa corporation income
tax. Taxpayers who claim the bonus depreciation on their federal income tax return must add the total
amount of depreciation claimed on assets acquired after December 31, 2009, but before January 1,
2013, and subtract the amount of depreciation taken on such property using the modified accelerated
cost recovery system (MACRS) depreciation method applicable under Section 168 of the Internal
Revenue Code without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss
reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquired
after December 31, 2009, but before January 1, 2013, can be calculated on Form IA 4562A.

See subrule 53.22(3) for examples illustrating how this subrule is applied.
ITEM 22. Amend rule 701—53.22(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.35 as amended by 2011 Iowa Acts, Senate

File 512.
ITEM 23. Amend rule 701—53.23(422), introductory paragraph, as follows:

701—53.23(422) Section 179 expensing.   For tax periods beginning on or after January 1, 2003, but
beginning before January 1, 2006, the increase in the expensing allowance for qualifying property
authorized in Section 179(b) of the Internal Revenue Code, as enacted by Public Law No. 108-27,
Section 202, may be taken for Iowa corporation income tax. If the taxpayer elects to take the increased
Section 179 expensing, the Section 179 expensing allowance on the Iowa corporation income tax
return is the same as the Section 179 expensing allowance on the federal income tax return for tax
years beginning on or after January 1, 2003, but beginning before January 1, 2006. In addition, for tax
periods beginning on or after January 1, 2008, but beginning before January 1, 2009, the increase in
the expensing allowance for qualifying property authorized in Section 179(b) of the Internal Revenue
Code, as enacted by Public Law No. 110-185, Section 102, may be taken for Iowa corporation income
tax. For tax periods beginning on or after January 1, 2009, but beginning before January 1, 2010,
the increase in the expensing allowance for qualifying property authorized in Section 179(b) of the
Internal Revenue Code, as enacted by Public Law No. 111-5, Section 1202, cannot be taken for Iowa
corporation income tax purposes. The maximum amount of Section 179 expensing allowed for tax
periods beginning on or after January 1, 2009, but beginning before January 1, 2010, is $133,000 for
Iowa corporation income tax purposes. For tax years beginning on or after January 1, 2010, the increase
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in the expensing allowance for qualifying property authorized in Section 179(b) of the Internal Revenue
Code, as enacted by Public Law No. 111-240, Section 2021, and Public Law No. 111-312, Section 402,
may be taken for Iowa corporation income tax.

ITEM 24. Adopt the following new subrule 53.23(3):
53.23(3) Special filing provision for 2010 change. Taxpayers who did not claim the increased

Section 179 expensing on their tax return for the period beginning on or after January 1, 2010, but
before January 1, 2011, as originally filed have two options to reflect this adjustment. Taxpayer may
either file an amended return for the applicable tax year to reflect this adjustment, or taxpayer may
reflect this adjustment on the next tax return. If the taxpayer elects to reflect this adjustment on the
next tax return, the limitation based on income provisions and regulations of Section 179(b)(3) of the
Internal Revenue Code is suspended related to the claiming of the adjustment for the next tax year.

EXAMPLE: Taxpayer claimed a $150,000 Section 179 expense on the federal return for the period
ending December 31, 2010. Taxpayer only claimed a $134,000 Section 179 expense on the Iowa return
as originally filed for the period ending December 31, 2010. Taxpayer elects not to file an amended
return for the period ending December 31, 2010, but to make the adjustment on the Iowa return for the
period ending December 31, 2011. Taxpayer reported a loss on the federal return for the period ending
December 31, 2011; therefore, no Section 179 expense can be claimed on the federal return for the
period ending December 31, 2011, in accordance with Section 179(b)(3) of the Internal Revenue Code.
Taxpayer can claim the $16,000 ($150,000 less $134,000) difference as a deduction on the Iowa return
for the period ending December 31, 2011, since the income provision of Section 179(b)(3) is suspended
for Iowa tax purposes.

ITEM 25. Amend rule 701—53.23(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.35 as amended by 2008 2011 Iowa Acts,

Senate File 2123 512.
ITEM 26. Adopt the following new subrule 59.23(5):
59.23(5) Assets acquired after December 31, 2009, but before January 1, 2013. For tax periods

beginning after December 31, 2009, but beginning before January 1, 2013, the bonus depreciation
authorized in Section 168(k) of the Internal Revenue Code, as amended by Public Law No. 111-240,
Section 2022, and Public Law No. 111-312, Section 401, does not apply for Iowa franchise tax.
Taxpayers who claim the bonus depreciation on their federal income tax return must add the total
amount of depreciation claimed on assets acquired after December 31, 2009, but before January 1,
2013, and subtract the amount of depreciation taken on such property using the modified accelerated
cost recovery system (MACRS) depreciation method applicable under Section 168 of the Internal
Revenue Code without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss
reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquired
after December 31, 2009, but before January 1, 2013, can be calculated on Form IA 4562A.

See 701—subrule 53.22(3) for examples illustrating how this subrule is applied.
ITEM 27. Amend rule 701—59.23(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.35 as amended by 2005 2011 Iowa Acts,

House Senate File 102 512, and section 422.61.
ITEM 28. Amend rule 701—59.24(422), introductory paragraph, as follows:

701—59.24(422) Section 179 expensing.   For tax periods beginning on or after January 1, 2003, but
beginning before January 1, 2006, the increase in the expensing allowance for qualifying property
authorized in Section 179(b) of the Internal Revenue Code, as enacted by Public Law No. 108-27,
Section 202, may be taken for Iowa franchise tax. If the taxpayer elects to take the increased Section
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179 expensing, the Section 179 expensing allowance on the Iowa franchise tax return is the same as the
Section 179 expensing allowance on the federal income tax return for tax years beginning on or after
January 1, 2003, but beginning before January 1, 2006. In addition, for tax periods beginning on or
after January 1, 2008, but beginning before January 1, 2009, the increase in the expensing allowance
for qualifying property authorized in Section 179(b) of the Internal Revenue Code, as enacted by Public
Law No. 110-185, Section 102, may be taken for Iowa franchise tax. For tax periods beginning on or
after January 1, 2009, but beginning before January 1, 2010, the increase in the expensing allowance
for qualifying property authorized in Section 179(b) of the Internal Revenue Code, as enacted by Public
Law No. 111-5, Section 1202, cannot be taken for Iowa franchise tax purposes. The maximum amount
of Section 179 expensing allowed for tax periods beginning on or after January 1, 2009, but beginning
before January 1, 2010, is $133,000 for Iowa franchise tax purposes. For tax years beginning on or after
January 1, 2010, the increase in the expensing allowance for qualifying property authorized in Section
179(b) of the Internal Revenue Code, as enacted by Public Law No. 111-240, Section 2021, and Public
Law No. 111-312, Section 402, may be taken for Iowa franchise tax.

ITEM 29. Adopt the following new subrule 59.24(3):
59.24(3) Special filing provision for 2010 change. Taxpayers who did not claim the increased

Section 179 expensing on their tax return for the period beginning on or after January 1, 2010, but
before January 1, 2011, as originally filed have two options to reflect this adjustment. Taxpayer may
either file an amended return for the applicable tax year to reflect this adjustment, or taxpayer may
reflect this adjustment on the next tax return. If the taxpayer elects to reflect this adjustment on the
next tax return, the limitation based on income provisions and regulations of Section 179(b)(3) of the
Internal Revenue Code is suspended related to the claiming of the adjustment for the next tax year.

EXAMPLE: Taxpayer claimed a $150,000 Section 179 expense on the federal return for the period
ending December 31, 2010. Taxpayer only claimed a $134,000 Section 179 expense on the Iowa return
as originally filed for the period ending December 31, 2010. Taxpayer elects not to file an amended
return for the period ending December 31, 2010, but to make the adjustment on the Iowa return for the
period ending December 31, 2011. Taxpayer reported a loss on the federal return for the period ending
December 31, 2011; therefore, no Section 179 expense can be claimed on the federal return for the
period ending December 31, 2011, in accordance with Section 179(b)(3) of the Internal Revenue Code.
Taxpayer can claim the $16,000 ($150,000 less $134,000) difference as a deduction on the Iowa return
for the period ending December 31, 2011, since the income provision of Section 179(b)(3) is suspended
for Iowa tax purposes.

ITEM 30. Amend rule 701—59.24(422), implementation sentence, as follows:
This rule is intended to implement Iowa Code section 422.35 as amended by 2005 2011 Iowa Acts,

House Senate File 102 512, and section 422.61.
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